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Alan Buerger, CEO and co-founder of Coventry, is the single most influential
figure in the secondary market for life insurance. An industry veteran of more than
30 years, Buerger has used Coventry to spearhead the life settlement business, all
while deflecting criticism and legal challenges to the business practice of selling
unwanted life insurance in a free market environment. In this exclusive interview
with National Underwriter Life & Health, Buerger discusses how he got the idea
to start Coventry, where STOLI ends and life settlements begin, and what chal-
lenges the secondary market continues to face.
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ing firms and contracted them and started to develop the
market.

It was very simple: we provide enormous value to
consumers. The first time we bought policies was in the
early 1990s, when several insurance companies were go-
ing under, and as an accommodation to clients, we bought
the policies for the cash surrender value because when a
company would go into rehab, although the carriers would
pay the death benefits, the policy holders could not sur-
render the policies. So as an accommodation, we bought
life policies and annuities for the cash. We would hold them
until the companies came out of rehabilitation and the as-
set was free and clear. At that point, it occurred to me that
there was an opportunity for a business to provide value to
consumers who really did not have any choice. | learned a
word back then and that word is monopsony. It is a circum-
stance when there is only one buyer for a seller and in this
case it is the carriers. | realized that if someone bought a
home from a developer and lived there 10 years and then
wanted to sell the home, if the only person they could go to
do was the developer, that does not put that person in very
good place to negotiate. In fact, it puts them in no place to
negotiate. That is the same circumstance for the secondary
market. This is property, a life insurance policy is property,
the courts have said that. When it is suitable, a life settle-
ment is a very powerful option.

Personally  am a very strong believer in life insurance
and | believe in the legacy and the impact on the community
that a life insurance agent provides. | believe it is a very
noble profession. | believe that people should keep their life
insurance policies, but if they are not going to keep it—and
a large majority are not going to keep it—then the option
of a life settlement gives them more options. They can,
if it is suitable, get better value than they could from the
insurance company. Coventry First was started out of what
| saw as a real need for consumers and we actually took a
mortgage out on our home to acquire policies and eventu-
ally developed a relationship with institutional investors.

In Grisby v Russell 222, the
U.S. Supreme Court stated
back in 1911 that the business
model for any life settlement
company was Constitutionally
sound. So why did it take so
long for the formal market to
develop?

It took that long because the carriers had to create the
opportunity. Policies could always be bought and sold to in-
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dividuals since there was the first court case over it in 1854.
| started in the business as a career agent with Mutual of
New York and | was taught to sell, and | did sell, whole life
insurance. Whole life insurance by definition, is a policy that
at the age of 95 or 100 the guaranteed cash value will equal
the face amount, which is to say that every year there is a
increasing amount of cash surrender value. Our business
[life settlements] is to beat cash surrender value, to pay
more than what they would get if they were to surrender.
With whole life, that means that they have to be very ill. It.

Now, there are two real factors as to why it took so long.
One is it was not until 1980 that the life industry created
universal life. Universal life, over time, was sold to have
minimum cash value (originally it was created to have a lot
of cash value). The second reason that the market came
about was because the carriers got out of the business of
career agents. With a few notable exceptions, the carriers
were not very good at training, and have to train and retain
agents. The retention rate for most of the big career agent
carriers was unacceptable. | don't recall the numbers
but the retention over five years was extremely low. This
started in the early 1980s, and carriers that had career
agents went away from being organizations that manufac-
tured life insurance and sold it through their agents. Over
time, the carriers have largely become manufacturers and
they deal with independent agents who don’t work for the
carrier. Independent agents look for three things when
they examine carriers. They look at the most aggressive
underwriting, the highest commission and the low-
est premium. What has happened is that agents are not
loyal to companies because of the nature of the market.
When carriers really moved away from career agents and
became manufacturers, that put them in a position where
they had to develop low-premium policies.

Historically, with whole life insurance, when | started in
the business, all agents were judged by how persistent the
business was, how much of the business stayed in force.
With whole life insurance, the carriers wanted to stay in-
force because they are getting more investment dollars as
the cash value increases. When universal life was devel-
oped, instead of selling whole life insurance, the carriers’
product development turned to universal life, which had
very little cash value.

What the secondary market is about is universal life
low premiums and term insurance, not whole life. For
example, out of almost 10,000 transactions Coventry has
conducted, | don’t think we have bought more than 14 or
15 policies from Northwestern Mutual, because they have
stayed a mutual company and focused on their historic
product line with cash value. In fact, in June of 2000, the
chief actuary for Northwestern Mutual, Koening, said that
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if carriers continue to give less than full value then con-
sumers would go to the secondary market. He was pro-
phetic, and that's the reason why the market took so many
years to develop. The carriers created the opportunity and
we moved in to take advantage of that opportunity. The inef-
ficiencies are, very simply, very little cash in policies. The
carriers put themselves in the position of policies being sold
and kept in-force.

Why has the life settlement
industry not done a better job
at diffefentiating itself from
STOLI?

STOLI and life settlements are two different things. The
carriers have been successful, to an extent, in conflat-

ing STOLI with life settlements. That is by design, and it

is designed to confuse investors, regulators and legisla-
tors. If we look at the legislative arena, which is where the
battle has been fought over the last decade, the carriers
go in and list to legislators a parade of horribles—all the
problems with life settlements.

STOLI was created by the life insurance carriers, if you
go back and look at a transaction called LILACS, it is a
transaction that is pure STOLI. It was promoted by UBS
with the full knowledge of the carriers. It was a structure
where someone would take out, let’'s say a 10 million dol-
lar policy and an annuity, and the annuity was designed to
pay the premiums on the policy and a loan would be taken
out. So, the annuity was designed to pay the premiums and
pay the loan interest on the loan for the combination of the
two. These were put into rated transactions and sold to
investors.

In June of 2005, | testified at an informal hearing be-
fore a special NAIC committee and said that investor-ini-
tiated life insurance was a problem. The way to address
that problem was through the life settlement acts. What
happened is that the opposition to life settlements—the
carriers—were very aggressive up though 2005, before
there was any issue of STOLI. Then, | had two carriers
approach me to see if we could develop some type of pre-
mium finance program that would lend on market value
instead of surrender value. The carriers were interested
in doing that. Why? Because they sold more insurance.
One carrier actually wanted a share of the commissions
from the policies sold. And initially it was set up that way
until | said, “We won’t do this.” Then we had two differ-
ent carriers approach us. Interestingly enough, they have
been two of the carriers that are most aggressive in op-
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posing the secondary market.

So, for a limited period of time, the carriers successfully
conflated the two and literally they would talk about life
settlements and refer to them as STOLI. Carriers also pro-
hibited their agents from getting involved. In terms of how
we get past that, the carriers have tried to promote STOLI
by definition as a policy that is taken out with the intent to
sell. Most laws that have now been passed talk about an
agreement to sell and most court cases have come down
on that side. Carriers have generally done poorly in the
litigation; they have had a couple successes but have gen-
erally done poorly. It's just a matter of telling the story.

At the end of the day, any transaction that benefits con-
sumers will have legs. To differentiate between a life settle-
ment and STOLI is something that we can do, and we can
show examples. There are 10 carriers that have put out
statements either in the form of press releases or in their
10-Ks that say STOLI is no longer a problem, but those same
carriers work in the public arena to say STOLI is a problem.

Where carriers have had success is in intimidating
capital. | think PR is just a matter of getting the truth out
and we are doing that increasingly. STOLI impaired the
growth of the market partly because people in the sec-
ondary market did not do enough to facilitate the organic
growth of the market, to be out there educating agents. We
have to tell the story. No more than one percent of agents
have ever done a transaction and less than 10 percent
really know about them and many don’t understand them
because of the propaganda they have heard.

The growth of the industry

is dependent upon consumer
awareness. What is your plan of
attack for that?

| wear two hats. | am the CEQO and co-founder of Coventry,
and we have always done a lot of marketing, training and
providing continuing education. We have had over 30,000
agents, financial planners, attorneys and accountants get
CE credits over the last decade.

The other hat is that  am now the chairman of the Life
Insurance Settlement Association (LISA) and the focus is
on education. Education of advisors , consumers, legisla-
tors, regulators and life insurance carriers. Not long ago,
| spoke to the CEO of a large life insurer that did not know
that when we buy a policy, the proceeds upon policy matu-
rity are taxable. The lack of real knowledge of the second-
ary market within the life insurance executive community
is startling. It is fundamental knowledge.
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What does the future of the
industry look like? Will you
1ncorporate CarTicrs an hOW
do you deal with the longevity
issue?

The future of the industry is extremely bright. | analogize
where we are back to 2004, where the growth was very
steady because of the capital markets, but the carriers’
successful STOLI conflation created controversy and con-
cerns for investors, as well as bad headlines through their
PR. For a period, it actually reduced, along with capital
markets, the amount of capital in the marketplace. This is
a multi-sided business—there is capital on one side, there
are agents, and there are consumers that submit policies.
You need them all. We have to grow on the submission
side of the business and we have to grow capital. We are
seeing much more capital come in simply because it is a
non-correlated asset with a double-digit return. | had the
head of a major life company say to me, “If interest rates
stay the way they are for another five years, there may not
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be life insurance companies anymore.” This was hyper-
bole, but his point was that life insurance companies, with
their annuities and their life policies—except for those is-
sued in the last couple of years—have contractual obliga-
tions that, with minimum interest rates, they can’t meet.
So, in terms of growing life settlements, it's a matter of
telling the story and letting people know that this is not
unethical or anti-consumer.

Longevity is inevitable. We probably have more experi-
ence than any life insurance carrier or reinsurer in older
aged mortality. We put the more than 70,000 insureds that
we have underwritten through the death master file, which
the carriers seem to loath. It costs nothing to use, though
interestingly enough, the carriers say it is so expensive.
There are two different services, one we do every week
and the other every month and the cost is insignificant. In
terms of longevity, when we started, the industry had what
| call “belief without evidence.” We believed what mortal-
ity was but we didn’t have sufficient evidence. Over the
years, we have developed the evidence which turned out to
demonstrate that our medical underwriters’ original belief
was wrong. After looking at the experience and taking into
account future mortality improvements, we have very good
models to determine what a life expectancy will be with a
high degree of confidence. We are very careful with keeping
up with the literature in terms of advancements in medi-
cine. We factor this in when we evaluate a life expectancy—
not just what their health circumstances are today, but we
factor in a mortality improvement for medical history and
the population as a whole. That is what we estimate life
expectancy to be and we have very good data that we can
show to investors that will make them comfortable that we
can deliver a good return.

For an investor, if everyone lived a year longer, they are
still going to get a much better, higher-yield return than
they would from any other alternative investment today. So
we don’t just look at it based on what we know and what we
have seen with 70,000 lives. We look at downside cases; is
it still a good investment? The answer is yes. In terms of
longevity, it is @ matter of real experience which we did not
have before. Investors five, seven 10 years ago didn’t get
anything like what they had anticipated. Over the last couple
of years, what we have learned, and independent medical
underwriting firms, has really changed the knowledge base
and makes longevity much more predictable. But neverthe-
less, if we are wrong by a year (which would mean 17 %
less mortality than we expect], even there you would get a
far better return in a non-correlated asset than insurance
companies are getting or than pension plans are getting.
The credibility of the underwriting is very high today.
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What are some
of the tactics
that carriers
currently use to
stymie life settle-
ments?

There have been two principal battle-
grounds. In the legislative arena, we
had carriers that did not want this
market regulated, which sounds, on
its face, somewhat strange. But that is
because they wanted to be able to say
that life settlements are an unregu-
lated market. The legislative battles
are all because the carriers wanted
legislation that would either impair or
do away with the market. They tried
to put it into the STOLI context but

the industry has been successful and
with maybe two exceptions in two of
the smallest states, the regulation is
consistent with our being able to grow
the market.

In fact, we have worked very hard
with the members of the National
Conference of Insurance Legisla-
tors to explain the marketplace, how
settlements work, the benefits to
consumers and some of the car-
rier conduct, and from a legislative
standpoint, we have gotten very fair
legislation. Our strategy has been to
work with and get to know the legisla-
tors, explain what we do and ask if we
can a bill introduced, and then work
very hard to work with carriers to get
something that is acceptable to both
sides.

| should say, and | think that this
an appropriate time to say it, that |
am a strong believer in life insurance.
| think the carriers are very short-
sighted and too many of them manage
by looking in the rear-view mirror
instead of looking forward. They don’t
learn about the business. To go into a
little bit of history, 100 years ago, the
carriers did not approve of borrowing
from the cash value. That’s not the
only thing they have opposed; when
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| should sa'){,
and | think that
this an appro-
priate time to
say it, that |
am a strong
believer in life
Insurance.

| started in business 40 years ago, if
an agent got licensed to sell mutual
funds, that agent was called unethi-
cal and was terminated by the carrier.
When independent brokerage came
along—because back then if you were
an agent, even if your carrier did

not sell a product but someone else
would—you were not allowed to sell
another carrier’s product. So, inde-
pendent brokerage was created where
agents could go to an agency that
represented multiple carriers with
multiple products and they created an
organization, the National Associa-
tion of Independent Life Brokerage
Agencies, and the carriers fought
that aggressively. They wanted that
agent only to represent them, nobody
else. The carriers lost that battle. In
terms of independent brokerage, that
enabled carriers to have new sources
of business and most carriers, almost
all, one really didn’t embrace inde-
pendent brokerage. So, they lost that
battle. Then, we can look at the 25
years | was in the business when the
carriers’ number one cause was to
keep banks out of insurance. Every
time you would pick up an industry
publication there was always some-
thing about the evils of banks being

in insurance. Well, ultimately banks
were allowed to be ininsurance and it
became a major source of distribution
for the life insurance industry. Those
are four examples of things that the
carriers fought, termed as anti-con-
sumer, and each case the carriers lost
the battle but they won in the long-
term, and that is the case with life
settlements.

Now in terms of carriers investing,
we have invested for multiple reinsur-
ers, including large life reinsurers, that
understand that this is an opportunity.
We have three carriers, one of which
publicly is very opposed to settlements,
that are now very interested in invest-
ing in settlements. Why? Because they
need yield. The investment people are
charged with getting yield and if they
don’t get yield they can’t meet their
contractual commitments which are
higher than what they are earning
today. It is pendulum business, there is
going to be more capital than policies
and vice versa. Equilibrium will always
happen. A lot of capital is coming back
in the market and we are seeing a
steady increase, month after month, of
policies that are being submitted.

There is another reason that the
market will grow and this is something
that we pioneered and now others are
doing and that is called SWAPP. You
can think of it kind of like split dollar
and that is where a policy holder, who
still needs insurance but can’t afford
(longevity, help or hurt) people are
living longer and the frequently outlive
their ability to pay for the policy but
the economics are still there and we
are underwriting for the fact that they
are going to live longer. So that is an
opportunity for us to acquire policies.
What we can now do with the SWAPP
is take over a policy, pay the premiums
and share the death benefit with the
policyholder. In that way, some level
of insurance can be maintained. And
what that really is, is non-forfeiture
values. If a policy has very little cash in
it, there is no paid-up option because it
is based on cash surrender value and
here is a way to maintain insurance
based on market value instead of cash
surrender value. That goes back to
the reason this industry was created,
and is growing: because we truly have
something that is good for the con-
sumer. [
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